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Under  Chapter  190  of  the  Acts  of  1982  (the  Enabling  Act), 
as  amended,  the  John  B.  Hynes  Veterans  Memorial  Auditorium 
(including  all  land,  buildings,  and  fixtures)  was 
transferred  from  the  city  of  Boston  to  the  Massachusetts 
Convention  Center  Authority  (MCCA)  on  January  1,  1983.  The 
Enabling  Act  also  granted  MCCA  control  of  the  Boston  Common 
Parking  Garage  (including  all  assets,  liabilities, 
obligations,  and  outstanding  bonds)  from  the  Massachusetts 
Parking  Authority.  According  to  Chapter  190,  "the 
consolidation  under  one  Authority  of  the  Boston  Common 
Parking  Garage  with  the  Convention  Center  will  assure  the 
financial  feasibility  of  both  endeavors  without  increasing 
the  tax  burden  to  the  citizens  of  the  Commonwealth."  To 
finance  the  conversion  of  the  Hynes  Auditorium  into  a  new 
convention  center,  the  Commonwealth  committed  over  $415 
million  in  debt-service  payments  to  MCCA,  in  addition  to 
$40  million  spent  to  acquire  the  auditorium  and  the  garage, 
$5.3  million  for  the  retirement  of  revenue  bonds  assumed 
from  the  Massachusetts  Parking  Authority,  and  another  grant 
of  $15  million  to  start  up  the  newly  renovated  facility. 
Therefore,  when  the  Commonwealth  makes  its  final  debt-ser- 
vice payment  in  the  year  2005,  MCCA  will  have  cost  the 
taxpayers  close  to  $476  million,  or  almost  a  half  billion 
dollars,  toward  creating  a  new  convention  center.  If  ad- 
ditional legislation  were  to  be  passed  committing  the 
Commonwealth  to  providing  MCCA  with  an  average  annual  sub- 
sidy of  $4.7  million  (amount  requested  by  MCCA  for  fiscal 
year  1990)  for  net  operating  costs,  an  additional  $70.5 
million  will  have  been  absorbed  by  the  taxpayers  by  the 
year  2005  for  a  total  of  close  to  $547  million.  In  its 
response  MCCA  contends  that  based  on  a  March  1989  study  it 
commissioned,  MCCA  in  1988  (its  first  year  of  operation) 
generated  an  estimated  $19.4  million  in  tax  revenues  to  the 
Commonwealth  and  $40.2  million  after  applying  a  2.07 
multiplier.  The  Authority  also  contends  in  its  response 
that  MCCA's  impact  on  the  state's  economy  in  1988  was  esti- 
mated at  $282.3  million  and  $584.4  million  after  applying 
the  2.07  multiplier. 
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¥e  conducted  an  audit  of  MCCA  to  determine  (l)  whether  the 
construction  of  the  convention  center  was  completed  by  the 
original  scheduled  date,  (2)  whether  there  was  proper  and 
sufficient  supporting  documentation  for  all  change  orders 
costing  over  $50,000,  (3)  whether  MCCA  progressed  in  cor- 
recting the  deteriorating  conditions  of  the  Boston  Common 
parking  garage,  and  (4)  whether  there  is  a  demonstrated 
need  for  annual  subsidies  from  the  Commonwealth  to  operate 
the  convention  center.     The  results  of  our  audit  follow. 

1.  Additional  Costs  of  over  $4.2  Million  to  Accelerate  Completing  10 
the  Hynes   Convention  Center  Project  from  the  Original  Sched- 
uled Date  of  December  31,   1987  to  May  5,   1989:     Stated  in  the 

contract  bidding  requirements  for  the  Hynes  Convention  Center 
construction  project  was  the  condition  that  the  general 
contractor  meet  a  "tight  construction  schedule,"  and  the  bid 
document  stressed  that  the  "time  for  the  performance  of  the 
contract  will  be  strictly  enforced."  On  September  27,  1985, 
MCCA  awarded  the  construction  contract  to  a  joint  venture  to 
be  the  general  contractor  for  Phase  II  of  the  project  at  an 
amended  sum  of  over  $114  million.  Under  the  terms  of  the 
contract,  the  general  contractor  agreed  to  substantially 
complete  this  construction  phase  of  the  project  by  December 
31,  1987.  Because  timeliness  was  an  essential  condition — as 
MCCA  intended  to  book  conventions  immediately  after  this 
date — the  general  contractor  was  to  receive  an  incentive 
bonus  for  completing  the  work  before  December  31,  1987.  We 
found  that  MCCA  had  issued  20  "Qualified  Change  Orders  with 
Rights  Reserved"  totalling  over  $4.2  million  under  the 
contract  to  accelerate  the  construction  schedule.  Despite 
the  contract  provisions  and  these  qualified  change  orders, 
the  contractor  did  not  achieve  substantial  completion  (as 
defined  in  Article  8.1.3  of  the  Authority-Contractor 
Agreement)  until  May  5,  1989,  or  491  days  beyond  the  original 
agreed-upon  completion  date.  MCCA's  responses  clarifying 
items  pertaining  to  the  amended  contract  sura,  the  definition 
of  substantial  completion,  and  the  reference  to  change  orders 
have  been  incorporated  into  the  report. 

2.  Payment  of  $900,000  for  Architectural  Fees  Based  on  Limited  17 
Supporting    Documentation;      MCCA's    procedures    provide  for 

the  Project  Engineer  to  review  supporting  documentation  for 
and  to  determine  the  propriety  of  all  change  orders  before 
granting  approval  for  payment.  Although  both  the  Project 
Engineer  and  the  Executive  Director  of  MCCA  approved  a 
change  order  for  $900,000  paid  to  an  architectural  firm, 
the  request  for  payment  of  the  change  order  lacked 
sufficient  supporting  documentation  (i.e.,  the  scope  of 
design   services   performed   and   hours   worked,    both  of  which 
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are  specifically  required  under  the  agreement  between  MCCA 
and  the  architect).  Without  obtaining  all  the  detailed 
data,  MCCA  has  limited  assurance  that  the  amount  billed  was 
accurate,  that  it  had  actually  received  the  services,  or 
that  MCCA  had  not  previously  paid  for  the  services.  In  its 
response  MCCA  indicated  that  the  $900,000  payment  to  the 
architect  was  the  result  of  a  negotiated  claim  based 
primarily  on  a  change  of  scope  and  costs  relating  to  the 
contiguous  Prudential  Center.  Although  the  $900,000 
payment  to  the  architect  was  the  result  of  a  negotiated 
claim,  MCCA  should  obtain  from  the  architect  appropriate, 
adequate,  and  acceptable  supporting  documentation  substan- 
tiating its  payment  in  order  to  account  for  the  basis  of 
its  negotiated  settlement. 

3 .  Deteriorating  Conditions  of  the  Boston  Common  Parking  Garage  20 
Could  Affect  the  Financial  Condition  of  MCCA  If  Repairs  and 
Renovations  Are  Further  Delayed;     A  1986  safety  inspection 

report  and  a  1988  engineering  report  performed  by  indepen- 
dent firms  cited  structural  deterioration  in  the  Boston 
Common  Parking  Garage,  weaknesses  that  the  first  report 
said  warranted  "an  in-depth  investigation"  and  for  which 
the  second  recommended  "an  aggressive  repair  program."  In 
December  1989,  MCCA  selected  an  architect  to  conduct  a 
study  of  the  rebuilding  needs  of  the  parking  garage.  We 
noted  that  on  June  30,  1989,  MCCA  had  an  unexpended  balance 
of  over  $8.4  million  in  its  Civic  and  Convention  Center 
Fund  that  can  be  applied  toward  this  repair  project.  We 
encourage  the  Authority  to  expedite  its  efforts  to  aggres- 
sively repair  and  rebuild  the  parking  garage  and  to  proceed 
without  compromising  public  safety,  the  integrity  of  the 
engineering  project,  and  this  important  revenue-producing 
asset. 

4.  Additional  Funding  from  the  Commonwealth  Needs  to  Be  Justified:  22 
MCCA's    management     believes     that     it     cannot    continue  to 

operate  a  viable  public  convention  center  without  long-term 
annual  subsidies  from  the  Commonwealth.  Initial  legislation 
(House,  No.  886)  was  proposed  on  January  12,  1988,  request- 
ing "up  to  twenty  percent  of  the  state's  hotel  and  motel 
tax  receipts,  approximately  $7  million  annually,  to  be 
available  by  annual  appropriation  to  cover  the  Authority's 
net  cost  of  operations."  Subsequent  to  the  completion  of 
our  fieldwork  (December  1989),  another  bill  (Senate,  No. 
1398)  was  filed  in  January  1990.  This  proposed  legislation 
states  that  "to  the  extent  revenues  from  the  operation  of 
the   combined   facilities  may   be   insufficient   to  defray  the 


90-1272-3 


TABLE  OF  CONTENTS  (Continued) 


Page 

operating  deficits  of  an  internationally  prominent  conven- 
tion center,"  twenty  percent  of  the  state's  hotel  and  motel 
tax  shall  be  deposited  into  the  Massachusetts  Convention 
and  Civic  Center  Operation  and  Development  Fund  and  applied 
(subject  to  the  appropriation  of  the  General  Court)  to  the 
payment  of  the  Authority's  net  cost  of  operations.  We 
noted  that  for  the  fiscal  years  ended  June  30,  1988  and 
June  30,  1989,  the  state's  hotel  and  motel  (or  room 
occupancy)  tax  receipts  amounted  to  $50,222,125  and 
$57,895,999,  respectively.  These  receipts  are  almost  twice 
as  much  as  the  $32,223,991  that  was  collected  as  room 
occupancy  tax  receipts  in  fiscal  year  1984.  Unlike  initial 
legislation  proposed,  currently  proposed  legislation  pro- 
vides for  a  fixed  percentage  of  "twenty  percent  of  the 
revenues  received  from  the  tax."  If  proposed  legislation 
becomes  law,  it  is  conceivable  that  based  on  the  last  two 
fiscal  years'  room  occupancy  tax  receipts,  MCCA  could  have 
access  to  not  $7  million  (as  estimated  by  the  initial  bill) 
but  $10-12  million.  The  Authority  indicated  in  its  response 
that  for  the  fiscal  year  ending  in  1990,  it  is  requesting  a 
subsidy  of  $4-7  million  from  the  Commonwealth.  ¥e  note 
that  the  Commonwealth  has  already  provided  $40  million  for 
the  acquisition  of  the  Hynes  Auditorium  and  the  Boston 
Common  Parking  Garage,  committed  over  $415  million  in 
debt-service  payments  for  the  construction  and  renovation 
of  the  new  convention  center,  retired  revenue  bonds  assumed 
from  the  Massachusetts  Parking  Authority  at  a  cost  of  $5.3 
million,  and  provided  a  $15  million  grant  for  the 
facility's  initial  operations.  In  addition,  under  the 
Enabling  Act,  MCCA  was  to  receive  positive  cash  flow  from 
parking  garage  operations  "without  increasing  the  tax 
burden  to  the  citizens  of  the  Commonwealth."  This  cash 
flow  equalled  over  $2.6  million  during  fiscal  year  1989. 
Given  the  Commonwealth's  and  MCCA's  current  financial 
condition,  MCCA  needs  to  clearly  delineate  its  request  for 
additional  funding  to  the  Legislature.  The  Authority's 
future  marketing  plans,  indicating  how  and  to  what  extent 
it  intends  to  increase  its  activity  levels  in  order  to 
maximize  the  income  generated  directly  to  MCCA,  should  also 
be  presented  to  the  Legislature.  We  also  recommend  that 
the  Authority  evaluate  its  cost  structure  and  identify 
cost-saving  opportunities  and  similiar  initiatives  in  order 
to  minimize  its  net  cost  of  operations  and  potential 
financial  aid  from  the  Commonwealth  and  its  taxpayers. 
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INTRODUCTION 

Background 

The  Massachusetts  Convention  Center  Authority  (MCCA)  was  established  by- 
Chapter  190  of  the  Acts  of  1982  (the  Enabling  Act).  Through  the  development  of 
a  suitable  convention  center,  MCCA  was  to  stimulate  substantial  economic 
development  in  tourism-related  industries  such  as  transportation,  hotels, 
restaurants,  recreation,  entertainment,  and  retail  sales  establishments.  The 
development  of  a  convention  center  was  also  seen  as  an  avenue  to  generate 
substantial,  new  revenues  provided  in  large  part  by  visitors  to  the 
Commonwealth,  and  to  provide  important,  new  employment  opportunities  to 
residents.  Thus,  the  development  of  a  convention  center  was  expected  to 
increase  the  Commonwealth's  tax  base,  promote  the  overall  economic  development 
of  the  Commonwealth,  and  benefit  the  general  welfare  of  its  citizens. 

The  Enabling  Act,  as  amended,  transferred  to  MCCA  both  the  John  B.  Hynes 
Veterans  Memorial  Auditorium  (including  all  land,  buildings,  and  fixtures) 
from  the  city  of  Boston,  and  the  city's  reversionary  rights  to  the  revenues  of 
the  Boston  Common  Parking  Garage.  Concurrently,  the  Massachusetts  Parking 
Authority  (pursuant  to  the  Enabling  Act)  released  control  of  the  Boston  Common 
Parking  Garage  (including  all  assets,  liabilities,  obligations,  and 
outstanding  bonds)  to  MCCA  and  ceased  to  exist  as  a  quasi-public  operating 
entity.  Chapter  190,  Section  38A,  authorized  the  Commonwealth  to  pay  $40 
million  to  the  city  of  Boston,  on  behalf  of  MCCA,  as  compensation  for  the 
acquisition  of  the  property  and  rights  for  both  facilities. 

The  goal  in  consolidating  the  Boston  Common  Parking  Garage  (a  revenue- 
producing  facility)  with  the  Hynes  Auditorium  (with  plans  to  convert  it  into  a 
fiscally  solvent  convention  center)  was  to  ensure  the  financial  feasibility  of 
both  endeavors  without  increasing  taxes  to  support  their  operations.     Thus,  by 
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consolidating  both  facilities  into  one  public  instrumentality,  MCCA  was 
intended  to  operate  as  a  fiscally  viable  entity.  According  to  Chapter  190, 
"revenues  sufficient  to  defray  the  expected  operating  deficits  of  the  proposed 
convention  center  may  be  most  appropriately  provided  by  combining  within  the 
Authority  both  the  convention  center  and  a  separate  revenue-producing  facility 
located  in  the  vicinity  of  the  center."  According  to  Section  33  of  the 
Enabling  Act,  MCCA  was  also  established  as  an  independent  public  authority, 
placed  in  the  Governor's  Executive  Office  for  Administration  and  Finance,  but 
"not  [to]  be  subject  to  the  supervision  or  control  of  [that  office]  or  any 
department,   commission,  board,  bureau  or  agency  of  the  Commonwealth." 

Funding  of  MCCA 

Chapter  190,  Section  47,  authorized  MCCA  to  receive  a  $15  million  grant 
from  the  Commonwealth  to  pay  for  the  initial  planning,  feasibility  studies, 
and  other  costs  relating  to  the  Hynes  Convention  Center  construction  project. 
In  1985  MCCA  received  the  $15  million  grant  from  the  Commonwealth  and, 
consistent  with  Chapter  190,  Section  39,  deposited  the  monies  in  a  special 
fund,  known  as  the  Civic  and  Convention  Center  Fund.  Chapter  190,  Section  47, 
also  provided  $5,318,702  to  MCCA  for  the  retirement  of  outstanding  revenue 
bonds  assumed  from  the  Massachusetts  Parking  Authority.  Specifically,  on 
February  14,  1983,  the  Authority  redeemed,  at  a  premium  of  $207,972,  excluding 
administrative  costs  totaling  $10,777,  the  face  amount  ($5,099,953)  of  revenue 
bonds  assumed  from  the  Massachusetts  Parking  Authority. 

Furthermore,  under  the  provisions  of  Chapter  190,  Section  391,  the 
Commonwealth,  acting  by  and  through  the  Executive  Office  for  Administration 
and  Finance,  entered  into  a  contract  assistance  agreement  with  MCCA  to  pay  the 
total  debt  service  on  the  sale  of  general  obligation  bonds  to  be  used  to 
finance     the     reconstruction,     expansion,     and     remodeling    of    the  auditorium 
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structure.  Thus,  on  November  14,  1984,  the  designated  "Hynes  Convention 
Center  Bonds,  1984  Series  A"  were  issued  for  $100  million,  and  on  November  14, 
1985,  the  "Hynes  Convention  Center  Bonds,  1985  Series  A"  were  issued  for  $100 
million.  Through  the  sale  of  these  general  obligation  bonds,  the  Commonwealth 
committed  debt-service  payments  totalling  $415,753,581  as  contract  assistance 
to  MCCA.  As  of  June  30,  1989,  the  Commonwealth  had  paid  debt  service  total- 
ling $80,645,547  ($28,429,322  in  principal  and  $52,216,225  in  interest)  for 
the  following  fiscal  years:  $12,033,357  in  fiscal  year  1986,  $25,751,067  in 
fiscal  year  1987,  $20,910,844  in  fiscal  year  1988,  and  $21,950,279  in  fiscal 
year  1989. 

According  to  MCCA's  financial  records,  the  status  of  the  $15  million  grant 
from  the  Commonwealth  and  the  $200  million  bond  proceeds  (including  interest 
income,  expenditures,  and  reserves)  for  the  Hynes  Convention  Center,  as  of 
June  30,  1989,  was  as  follows: 

Bond  Proceeds 
Commonwealth  for 

Grant   Const  ruction  Total 

Original  Funding  $15,000,000  $200,000,000  $215,000,000 

Interest  Income  2,397,501  36,263,113  38,660,614 

Total  Funds  Available  $17,397,501         $236,263,113  $253,660,614 

Expenditures  and  Reserves  8,925,152  223,169,817         232,094, 969 

Unexpended  Balance  $  8.472.349         $  13.093.296        $  21.565.645 

The    unexpended    balance    of    $13,093,296    for   MCCA's    Construction  Account 

includes   $6,577,459  held   in   reserve   or   retainage   for  the  general  contractor 

pending    satisfactory    completion    of    the    convention    center.       However,  the 

$13,093,296  does   not   include  $10,636,500  in  MCCA's  Debt  Service  Reserve  Fund 

to    pay,    on   September   1,    2005,    the   final   debt    service   payment    of    the  1984 

Series  A  bonds,    and  $7,602,873   in  MCCA's  Renewal  and  Replacement  Fund  to  pay 

certain     capital     improvements     and     engineering     costs     associated     with  the 

convention   center.      By   including    these    two    funds   as   part    of   the  unexpended 

balance  of  MCCA's  Construction  Account,    the   remaining  total  funds,    as  of  June 
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30,  1989,  were  $31,332,669.  From  this  perspective,  the  financial  position  of 
MCCA,  as  of  June  30,  1989,  includes  a  total  of  $39,805,018  in  cash  assets,  as 
follows: 


Bond  Proceeds 
Coramonwealth  for 

Grant  Construction  Total 


Unexpended  Balance  $8,472,349  $13,093,296  $21, 565,645 

Debt  Service  Reserve  -  10,636,500  10,636,500 

Renewal  and  Replacement  Reserve   -  7,602,873  7,602,873 

Total  Funds  Available  $8.472.349  $31.332.669  $39.805.018 

The  $31,332,669  is  held  by  MCCA's  Bond  Trustee   (a  commercial  bank)  and  is 

invested    in  U.S.    Treasury   Notes   and   money   market    accounts.      The  $8,472,349 

balance    of  MCCA's   Civic   and   Convention  Center  Fund   is  held   in  bank  deposits 

and   temporary  investments   (e.g.,    the  Massachusetts  Municipal  Depository  Trust 

[mMDT]   account).     According   to  MCCA,    as   of   January  31,    1990,    the  unexpended 

balance   of  its   Construction  Account  was  $9.7  million  (based   on  expenditures 

made  on  construction  and  operations  as  well  as  interest  earned  on  funds). 

Request  for  Additional  Funding 

Notwithstanding  these  fund  balances  (and  an  annual  cash  flow  of  about  $2.6 
million  from  the  Boston  Common  Parking  Garage),  MCCA's  management  believes 
that  it  cannot  continue  to  operate  a  viable  public  convention  center  without 
long-term  annual  subsidies  from  the  Commonwealth.  Initial  legislation  (House, 
No.  886)  was  proposed  on  January  12,  1988,  requesting  "up  to  twenty  percent  of 
the  state's  hotel  and  motel  tax  receipts,  approximately  $7  million  annually, 
to  be  deposited  in  the  Massachusetts  Convention  and  Civic  Center  Operation  and 
Development  Fund  and  be  available  by  annual  appropriation  to  cover  the 
Authority's  net  cost  of  operations."  Subsequent  to  the  completion  of  our 
fieldwork  (December  1989),  another  bill  (Senate,  No.  1398)  was  filed  in 
January  1990.  Titled  "An  Act  Relative  to  Supporting  the  Operations  of  the 
Massachusetts    Convention    Center    Authority,"     this    proposed    legislation  de- 
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temined  that  the  current  combination  within  the  Authority  of  both  the 
Convention  Center  and  the  Boston  Common  Parking  Garage  is  "one  appropriate 
means  of  defraying  a  portion  of  the  expected  operating  deficits  of  the 
convention  center."  The  current  proposed  legislation  states  that  "to  the 
extent  revenues  from  the  operation  of  the  combined  facilities  may  be  in- 
sufficient to  defray  the  operating  deficits  of  an  internationally  prominent 
convention  center,"  a  fixed  percentage  of  twenty  percent  of  the  state's  hotel 
and  motel  tax  shall  be  deposited  into  the  Massachusetts  Convention  and  Civic 
Center  Operation  and  Development  Fund  and  applied  (subject  to  appropriation  by 
the  General  Court)  to  the  payment  of  the  Authority's  net  cost  of  operations. 
For  the  fiscal  years  ended  June  30,  1988  and  June  30,  1989,  the  state's  hotel 
and  motel  (or  room  occupancy)  tax  receipts  amounted  to  $50,222,125  and 
$57,895,999,  respectively.  In  applying  currently  proposed  legislation 
(Senate,  No.  1398)  to  the  1989  tax  receipts  figure,  approximately  $11,579,200 
(or  20^  of  $57,895,999)  could  be  made  available  to  MCCA  for  its  net  cost  of 
operations.  However,  according  to  MCCA,  for  fiscal  year  ended  1990,  the 
Authority  has  requested  $4.7  million  as  an  appropriation  from  the  Commonwealth. 

Construction 

In  January  1983,  when  MCCA  assumed  responsibility  from  the  city  of  Boston 
for  the  expansion  and  renovation  of  the  Hynes  Auditorium  into  the  Hynes 
Convention  Center,  design  work  of  the  project  had  already  begun.  MCCA  hired  a 
firm  of  architects  to  complete  the  design  phase  of  the  project.  As  of  June 
30,  1989,  total  architect  expenditures  made  by  MCCA  were  $11,230,245  (i.e., 
$5,647,000  for  the  original  contract  amount  and  $5,583,245  for  55  change 
orders) . 

On  July  1,  1985,  MCCA  solicited  bids  for  the  "Renovation  and  Expansion, 
Hynes    Convention    Center    (Phase    II)    MCCA   Contract    #HL-3"    and  simultaneously 
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solicited  sub-bids  in  21  separate  trades.  On  September  27,  1985,  a  construc- 
tion contract  was  awarded  to  a  joint  venture  as  the  responsible  low  bidder. 
An  agreement  was  entered  into  for  the  joint  venture  to  be  the  general  con- 
tractor and  to  furnish  the  labor,  material,  tools,  and  equipment  for  the  con- 
struction of  the  convention  center.  Under  the  terms  of  the  agreement,  the 
general  contractor  agreed  to  substantially  complete  the  construction  phase  of 
the  convention  center  by  December  51,  1987  at  the  contract  sum  of 
$111,300,000.  Subsequent  amendments  increased  the  contract  sum  to 
$114,572,290  on  February  26,  1986. 

According  to  MCCA,  the  general  contractor  informed  MCCA  in  the  spring  of 
1987  that  the  original  substantial  completion  date  of  December  31,  1987  would 
not  be  achieved  and  needed  to  be  extended  67  days  later  to  March  7,  1988. 
Consequently,  MCCA  commenced  an  accelerated  construction  program  for  this 
purpose.  Although  MCCA  paid  $3,044,210  to  the  general  contractor  in 
additional  costs  to  accelerate  construction,  the  convention  center  was  still 
not  substantially  completed  on  March  7,  1988.  As  a  result  of  this  delay,  MCCA 
proceeded  with  a  second  accelerated  construction  program.  Substantial 
completion  of  the  convention  center  finally  occurred  on  May  5,  1989  (according 
to  the  architect  overseeing  the  project)  at  an  additional  cost  of  $1,191,650 
paid  to  the  general  contractor.  This  was  424  days  after  the  scheduled 
completion  date  of  March  7,  1988,  or  491  days  after  the  original  substantial 
completion  date  of  December  31,  1987.  Therefore,  as  of  June  30,  1989,  MCCA 
paid  a  total  of  $4,235,860  (for  20  "Qualified  Change  Orders  with  Rights 
Reserved")  in  accelerated  construction  costs  in  order  to  attain  substantial 
completion  of  the  convention  center  by  May  5,  1989.  The  total  cost  of 
$4,235,860  for  the  two  accelerated  construction  programs,  coupled  with  various 
other  change  orders  totalling  $13,808,305,  had  increased  the  contract  value 
from  $114,572,290  to  $132,616,455  as  of  June  30,  1989. 


90-1272-3 

-7- 

As  of  June  30,  1989,  total  project  expenditures  for  the  construction  of 
the  new  Hynes  Convention  Center  amounted  to  $216,515,074,  of  which 
$205,381,055  was  spent  for  design  and  construction,  $530,776  for  an  Arena 
Feasibility  Study  (to  determine  whether  to  expand  or  include  a  full  arena  in 
the  North  Station  area  as  part  of  MCCA),  and  $10,503,243  for  start-up  costs 
prior  to  beginning  construction  of  the  new  facility. 

Cost  to  the  Taxpayers 

Based  on  our  analysis,  the  Commonwealth's  involvement  in  MCCA  nas  cost  the 
taxpayers  $140,964,249  as  of  June  30,  1989  (as  shown  below),  which  is  expected 
to  grow  to  nearly  a  half  billion  dollars  by  the  year  2005. 

Purpose  Amount 


Acquisition  of  the  Hynes  Auditorium 

and  the  Boston  Common  Parking  Garage  $  40,000,000 
Retirement  of  Massachusetts  Parking 

Authority  Bonds  5,318,702 

Grant  for  Initial  Start-Up  Costs  15,000,000 

Total  Debt-Service  Payments  80,645,547 

Total  Amount  Paid  $140. 964. 249 

The  remaining  debt-service  amount  owed  by  the  Commonwealth,  as  of  June  30, 
1989,  is  $335,108,034.  Thus,  when  the  final  debt-service  payment  for  the 
general  obligation  bonds  is  made  in  the  year  2005,  the  total  debt  service  paid 
by  the  Commonwealth  will  have  increased  from  $80,645,547  to  $415,753,581. 
This  means  that  the  Commonwealth  and  its  taxpayers  will  have  expended  at  least 
$476,072,283  (as  computed  below),  or  close  to  a  half  billion  dollars,  by  the 
year  2005  toward  creating  and  constructing  a  new  convention  center. 

Purpose  Amount 

Acquisition  of  the  Hynes  Auditorium 

and  the  Boston  Common  Parking  Garage  $  40,000,000 
Retirement  of  Massachusetts  Parking 

Authority  Bonds  5,318,702 

Grant  for  Initial  Start-Up  Costs  15,000,000 
Debt-Service  Payments 

1985  -  1989  $  80,645,547 

1990  -  2005  335,108,034  415,753,581 

Total  Cost  to  Taxpayers  $476.072.283 
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Also,  should  legislation  be  passed  committing  the  Commonwealth  to 
providing  MCCA  with,  on  the  average,  $4.7  million  annually  for  net  operating 
costs,  an  additional  $70.5  million  ($4.7  million  x  15  years)  will  have  been 
absorbed  by  the  Commonwealth  and  its  taxpayers  by  the  year  2005.  Together 
with  the  $476,072,283,  the  total  cost  of  the  new  convention  center  to  the 
taxpayers  will  amount  to  approximately  $547  million  by  the  year  2005. 

Audit  Objectives,  Scope,  and  Methodology 

The  objectives  of  this  performance  audit  were  to  determine  (l)  whether  the 
construction  of  the  convention  center  was  completed  by  the  original  scheduled 
date  of  December  31 »  1987,  (2)  whether  there  was  proper  and  sufficient  docu- 
mentation for  change  orders  costing  over  $50,000,  (3)  whether  MCCA  made 
progress  in  correcting  the  deteriorating  conditions  of  the  Boston  Common 
Parking  Garage  indicated  in  past  engineering  and  safety  inspection  reports, 
and  (4)  whether  there  is  a  demonstrated  need  for  annual  subsidies  from  the 
Commonwealth  to  operate  the  convention  center. 

This  audit  was  made  in  accordance  with  generally  accepted  government 
auditing  standards  for  performance  audits.  We  directed  our  attention  to 
MCCA's  policies,  procedures,  and  practices  associated  with  MCCA's  contract 
award  and  payment  process,  including  contract  extentions  and  change  orders  for 
additional  reconstruction  and  renovation  work.  Our  audit  methodology  included 
(l)  reviewing  applicable  laws  and  regulations;  (2)  interviewing  selected 
agency  officials  and  staff  personnel;  (3)  testing  and  reviewing  accounting 
records,  financial  statements,  and  other  related  documents;  (4)  analyzing  and 
comparing  statistical,  administrative,  and  financial  reports  prepared  by  or 
for  MCCA;  and  (5)  performing  audit  tests  of  MCCA's  internal  accounting  and 
administrative  control  systems. 
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Since  MCCA's  financial  statements  for  the  four  fiscal  years  ended  June  30, 
1989  were  audited  by  an  independent  public  accounting  firm,  we  limited  our 
scope  to  a  review  of  the  firm's  reports  and  related  working  papers.  Based  on 
our  review,  nothing  came  to  our  attention  to  indicate  that  the  financial 
statements  for  the  period  covered  were  not  presented  fairly.  We  therefore 
relied  on  the  firm's  September  14,  1988  and  October  6,  1989  reports. 
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AULIT  RESULTS 

1.  Additional  Costs  of  over  $4.2  Million  to  Accelerate  Completing  the  Hynes 
Convention  Center  Project  from  the  Original  Scheduled  Date  of  December  31> 
1987  to  May  3,  1989: 

On  September  27,  1985,  the  Massachusetts  Convention  Center  Authority 
(MCCA)  awarded  a  construction  contract  to  a  joint  venture  to  furnish  the 
labor,  material,  tools,  and  equipment  for  the  reconstruction,  expansion,  and 
renovation  of  the  John  B.  Hynes  Veterans  Memorial  Auditorium  into  the  John  B. 
Hynes  Convention  Center  (Phase  II).  An  agreement,  titled  the  "Authority- 
Contractor  Agreement,"  was  entered  into  for  the  joint  venture  firm  to  be  the 
general  contractor  of  the  Hynes  Convention  Center  construction  project. 

Phase  II  included  a  primary  work  component,  defined  by  MCCA  in  the 
contract  bidding  requirements,  as  "partial  demolition  of  existing  auditorium 
structure  and  renovation  and  expansion  to  construct  a  modem  convention  center 
facility  (approximately  840,000  square  feet  of  gross  floor  area)."  The 
original  contract  sum  was  set  at  $111,300,000.  Subsequent  amendments 
increased  the  contract  sum  to  $114,572,290,  on  February  26,  1986. 

As   stated   in   the   contract    bidding    requirements,    it   was   imperative  that 

"timely  fabrication  and  erection  of  structural  steel  be  achieved  and  that.   .  . 

close  coordination  of  all  work  by  the  general  contractor  is  critical  in  order 

to   meet    the    tight    construction   schedule."     The    Invitation   to   Bid  document 

(issued  with  amendments  on  November  1,  1985)  specifically  stated  that 

bidders  attention  is  directed  to  the  fact  that  time  for  performance 
of  the  contract  will  be  strictly  enforced,  and  the  contract  documents 
may  provide  for  an  incentive  bonus  to  the  contractor  for  early 
completion.   .   .  . 

Time  was  essential  since  MCCA  intended  to  book  conventions  and  other  events 
immediately  after  the  substantial  completion  date  that  would  be  agreed  upon 
between  MCCA  and  the  general  contractor. 
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•  Under  the  terms  of  the  Authority-Contractor  Agreement,  the  general 
contractor  agreed  to  substantially  complete  the  construction  phase  (or  Phase 
II)  of  the  convention  center  project  by  December  31,  1987.  Besides 
identifying  the  substantial  completion  date  to  be  met  by  the  general 
contractor,  the  Authority-Contractor  Agreement  set  forth  the  following 
conditions  (quoted  in  part)  pertaining  to  Commencement  and  Completion  of  Work 
(Article  5.1),   Time  as  Essential  Condition  (Article   5.2),   and  Incentive  Bonus 


(Article  5.3) : 


5.1  Commencement  and  Completion  of  Work;  The  Contractor  shall 
commence  work  and  prosecute  the  Work  regularly,  diligently  and 
without  interruption,  and  in  conformance  with  all  scheduling 
requirements  stated  in  the  Contract  Documents  [conditions  of  the 
contract,  drawings,  specifications,  addenda,  modifications, 
invitation  to  bid,  instructions  to  bidders  and  contractor's 
bid].  .  .  and  he  [general  contractor]  shall  proceed  to  carry  out 
the  Work  at  such  rate  of  progress  as  will  ensure  Substantial 
Completion  of  the  Work  (as  defined  in  the  Contract  Documents)  by 
December  31,  1987.  The  period  commencing  on  the  date  specified 
above  [September  27,  1985]  and  ending  on  December  31,  1987, 
together  with  any  valid  extensions  or  other  adjustments  thereof 
approved  by  the  Architect  and  the  Authority  as  provided  in  the 
Contract  Documents,  is  herein  referred  to  as  the  "Contract  Time." 

5.2  Time  As  Essential  Condition:  It  is  understood  and  agreed  that 
the  time  of  commencement  and  the  time  of  Substantial  Completion 
of  the  Work  in  accordance  with  the  Contract  Documents  are 
essential  conditions  of  this  Contract.  It  is  further  agreed 
that  time  is  of  the  essence  of  each  and  every  portion  of  the 
Contract  Documents  wherein  a  definite  and  certain  or  maximum 
length  of  time  is  fixed  for  the  performance  of  any  act 
whatsoever;  and  where  in  accordance  with  the  Contract  Documents 
an  additional  time  is  allowed  for  the  completion  of  any  work, 
the  new  time  fixed  by  such  extension  shall  be  of  the  essence  of 
this  Contract.  It  is  understood  and  agreed  that  the  Contract 
Time  and  other  times  for  the  completion  of  work  specified  in  the 
Contract  Documents  are  reasonable  times  for  the  same  taking  into 
consideration  the  variations  in  weather  conditions  to  be 
anticipated  and  the  range  of  construction  industry  conditions 
prevailing  in  the  locality  of  the  Project.  The  Contractor 
acknowledges  that  the  Authority  has  made,  and  will  have  made, 
substantial  expenditures  and  commitments  to  third  parties 
(including,  but  not  limited  to,  groups  scheduled  to  use  and 
occupy  the  Convention  Center  facilities  upon  its  completion) 
which  are,  and  which  will  be  made  based  on  the  Authority's 
reliance  upon  the  achievement  by  the  Contractor  or  Substantial 
Completion  of  the  Work  and  all  other  deadlines  and  times 
specified  in  the  Contract  Documents  in  accordance  with  the  terms 
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thereof,  and  that  delays  in  completion  of  the  Authority's 
Project  could  expose  the  Authority  to  loss  of  such  expenditures 
and  substantial  liability  to  such  third  parties. 

5.5  Incentive  Bonus:  If  the  Contractor,  having  complied  with  and 
performed  all  Work  in  accordance  with  the  provisions  of  the 
Contract  Documents  at  all  times,  shall  achieve  Substantial 
Completion  of  the  Work  prior  to  December  51,  1987,  the  Authority 
agrees  to  pay  to  the  Contractor  the  amount  of  $15,000.00  per  day 
as  a  bonus  to  induce  the  Contractor  to  achieve  Substantial 
Completion  prior  to  such  date  while  at  all  times  complying  with 
the  Contract  Documents,  for  each  calendar  day  during  the  month 
of  December,  1987  occurring  after  the  date  of  Substantial 
Completion  of  the  Work.  No  additional  incentive  bonus  shall  be 
paid  for  achieving  Substantial  Completion  of  the  Work  prior  to 
December  1,  1987.  An  incentive  bonus  in  the  daily  amount 
specified  above  will  be  paid  to  the  Contractor  only  if 
Substantial  Completion  is  achieved  prior  to  December  31,  1987. 
If  Substantial  Completion  occurs  after  December  31,  1987  for  any 
reason  whatsoever  (including,  without  limitation,  by  reason  of 
Changes  in  the  Work  ordered  by  the  Authority  which  result  in 
extensions  of  the  Contract  Time,  or  by  reason  of  delays  caused 
by  the  Authority  or  the  Architect,  or  delays  caused  by  "acts  of 
God"  or  third  parties)  no  incentive  bonus  shall  be  paid  to  the 
Contractor.  The  Contractor  agrees  that  he  shall  make  no  claim 
against  the  Authority  or  the  Architect  arising  out  of  or  based 
upon  any  Changes  in  the  Work  ordered  by  the  Authority  or  the 
Architect  or  any  other  actions  by  the  Authority  or  the  Architect 
resulting  in  delays  or  extensions  of  the  Contract  Time  which 
prevent  Substantial  Completion  of  the  Work  prior  to  December  31, 
1987. 

As  indicated  above.  Articles  5.1  and  5.2  of  the  Authority-Contractor 
Agreement  cited  time  as  an  essential  condition  of  this  contract  and,  as  an 
incentive,  Article  5.3  provided  a  $15, 000-per-day  bonus  if  substantial 
completion  was  achieved  prior  to  December  31,  1987.  According  to  Article 
8.1.3  of  the  Authority-Contractor  Agreement,  substantial  completion  was  to 
occur  "when  the  requirements  of  subparagraphs  7.7.3  and  9.8.1  have  been 
satisfied  and  when  the  Work  or  designated  portion  thereof  is  sufficiently 
complete  in  accordance  with  the  Contract  Documents  so  the  Authority  can  occupy 
and  utilize  the  Work  or  designated  portion  thereof  for  its  intended  use." 
Moreover,  the  Authority-Contractor  Agreement  indicated  that  "the  date  or  dates 
of    Substantial    Completion    shall    be    established     by    certification    of  the 


Architect    concurred    in    by    the    Authority."      The    architect    overseeing  the 
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construction  project  certified  that  the  general  contractor  achieved 
substantial  completion  of  the  project  on  May  5,  1989  (or  491  days  beyond  the 
agreed-upon  completion  date  of  December  31>  1987). 

According  to  MCCA,  the  general  contractor  informed  MCCA  in  the  spring  of 
1987  that  substantial  completion  of  the  convention  center  construction  project 
would  not  be  achieved  by  the  agreed-upon  date  of  December  31,  1987.  The 
general  contractor  indicated  that  substantial  completion  could  be  achieved  67 
days  later,  or  by  March  7,  1988,  provided  that  an  accelerated  construction 
program  was  instituted.  Subsequently,  MCCA  proceeded  with  an  accelerated 
construction  program  to  facilitate  completion  of  the  project  by  its  earliest 
date.  According  to  MCCA,  in  December  1987,  it  was  again  informed  by  the 
general  contractor  that  a  second  accelerated  construction  program  was  needed 
because  the  March  7,  1988  substantial  completion  date  would  not  be  met. 

We   found   that   numerous   change   orders   had    been  issued  under  the  contract 

with    the    general    contractor.      Article    12,     Changes    in    the    Work,     of  the 

Authority-Contractor  Agreement  defines  change  orders. 

A  change  order  is  a  written  order  to  the  Contractor  signed  by  the 
Authority  and  the  Architect,  issued  after  execution  of  the  Contract, 
authorizing  a  change  in  the  Work  or  an  adjustment  in  the  Contract  Sum 
or  the  Contract  Time.  The  Contract  Sum  and  the  Contract  Time  may  be 
changed  only  by  Change  Order.  A  Change  Order  signed  by  the 
Contractor  indicates  his  agreement  therewith,  including  the 
adjustment,   if  any,   in  the  Contract  Sum  or  the  Contract  Time.   .   .  . 

The  Authority,  without  invalidating  the  Contract,  may  order  changes 
in  the  work  consisting  of  additions,  deletions  or  other  revisions, 
the  Contract  Sum  and  the  Contract  Time  being  adjusted  accordingly,  if 
necessary.  All  such  changes  in  the  Work  shall  be  authorized  by 
Change  Order,  and  shall  be  performed  under  the  applicable  conditions 
of  the  Contract  Documents.   .   .  . 

According    to   MCCA,    for   the    two    accelerated    construction  programs,    the  term 

"change  order"  was  replaced  with  the  term  "Qualified  Change  Orders  with  Rights 

Reserved. " 


As   of   June    30,    1989,    MCCA  paid   a   total   of   $4,235,860   (for  20  qualified 
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change  orders)  in  additional  construction  costs  in  order  to  attain  substantial 
completion  of  the  convention  center  by  May  5,  1989.  Based  on  our  review  of 
MCCA's  records,  MCCA  paid  $3,044,210  (for  12  qualified  change  orders)  to  the 
general  contractor  in  additional  costs  for  the  first  accelerated  construction 
program.  The  convention  center  was  still  not  substantially  completed  on  March 
7,  1988.  In  order  to  meet  contractual  obligations  for  conventions,  a  second 
accelerated  program  was  initiated  and  resulted  in  MCCA's  paying  to  the  general 
contractor  an  additional  cost  of  $1,191,650  (for  8  qualified  change  orders). 
An  analysis  of  the  two  accelerated  construction  programs,  by  date  and  amount 
of  qualified  change  order,  is  presented  below; 


Analysis  of  "Qualified  Change  Orders  with  Rights  Reserved" 
for  Accelerated  Construction  Programs 


I.  First  Accelerated  Construction  Program 


Qualified      Date  of  Amount  of 

Change  Qualified  Qualified 

Order  Change  Change 

No .  Order  Order 

31  12/17/86  $400,000 

56A              8/11/87  $274,000 

57A              8/11/87  $258,000 


Purpose  of  Qualified  Change  Order 

Acceleration  of  construction 

schedule  7  weeks  in  order  to 
overcome  delays  because  of  late 
completion  of  Phase  I  (major 
demolition  and  piling).  Payinents 
were  for  equipment  and  additional 
personnel  needed  for  24  weeks  to 
meet  the  December  31,  1987 
substantial  completion  date. 

Compensation  for  additional 

supervisory  costs  in  order  to  meet 
the  new  substantial  completion  date 
of  March  7,  1988. 

Compensation  for  additional 

supervisory  personnel  hired  to 
monitor  acceleration  of  the 
construction  schedule. 


60A 


8/11/87 


$  30,000 


Purchase  of  door  frames. 
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Qualified 
Change 
Order 
No. 


Date  of 
Qualified 
Change 
Order 


Amount  of 
Qualified 

Change 

Order 


Purpose  of  Qualified  Change  Order 


63A  8/11/87  $200,000  Purchase       and       installation  of 

heating,  ventilation,  and  air 
conditioning  system. 

To  pay  overtime  premium  salary  costs 
to  meet  the  March  7,  1988 
substantial  completion  date: 


From  To 


65A 

8/12/87 

$  185,246 

4/11/87 

5/30/87 

70A 

9/10/87 

202,839 

4/11/87 

8/27/87 

78A 

10/18/87 

582,737 

4/11/87 

10/10/87 

95A 

11/30/87 

465,880 

9/19/87 

11/14/87 

99 

1/14/88 

325,914 

9/21/87 

12/20/87 

104A 

2/3/88 

95,117 

8/16/87 

12/20/87 

112 

2/25/88 

24,477 

12/20/87 

1/31/88 

Total 

i  3.044.210 

II .     Second  Accelerated  Construction  Program 

To  pay  overtime  premium  salary  costs 
for  the  period  March  1988  to  May 
1989: 


From 

To 

113AR 

2/25/88 

250,000 

12/20/87 

1/31/88 

114AR 

3/14/88 

125,858 

2/1/88 

3/4/88 

123AR 

3/30/88 

99,927 

2/1/88 

3/26/88 

129 

5/05/88 

(16,500)* 

12/20/87 

1/31/88 

130AR 

5/05/88 

176,921 

2/1/88 

4/15/88 

131AR 

6/14/88 

333,873 

2/1/88 

5/20/88 

145 

9/15/88 

142,921 

2/1/88 

9/30/88 

156 

2/24/89 

78,650 

2/1/88 

9/30/88 

Total 

$1,191,650 

*Credit  because  of  an  overpayment 
to  the  general  contractor 

Combined  Total  ^4.235.860 

Notvfithstanding  these  additional  construction  costs  of  over  $4.2  million, 
neither  the  original  substantial  completion  date  of  December  31,    1987  nor  the 
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revised  substantial  completion  date  of  March  7,   1988  was  met. 

According  to  the  architect  overseeing  the  project,  substantial  completion 
did  not  occur  until  on  May  5,  1989  (or  491  days  after  the  original  substantial 
completion  date). 

The  Building  Permit-Certificate  of  Occupancy,  issued  through  June  30, 
1989,  indicated  that  many  areas  had  been  finished  and  added  as  usable  space, 
and  that  Exhibition  Halls  A,  B,  C,  and  D  were  available  for  sizable  convention 
activity.  Our  on-site  inspection  of  the  new  convention  center  facility  in 
December  1989  indicated  that  the  only  remaining  areas  requiring  completion 
were  the  multi-purpose  auditorium  and  the  meeting  rooms. 

¥e  note  that  the  total  cost  of  $4,235,860  for  the  two  accelerated 
programs,  coupled  with  various  other  change  orders  totalling  $13,808,305,  had 
increased  the  general  contractor's  contract  value  from  $114,572,290  to 
$132,616,455,  as  of  June  30,  1989.  We  also  noted  that  in  fiscal  year  1989, 
MCCA  filed  a  civil  action  complaint  against  the  general  contractor,  seeking  to 
recover  the  accelerated  costs  and  damages  of  at  least  $8  million.  The  general 
contractor  has  counterclaimed  seeking  damages  of  $15  million.  According  to 
MCCA  officials,  their  claims  result  from  the  general  contractor's  failures  in 
performance,  and  MCCA's  complaint  includes  a  count  for  fraud  and  deceptive 
trade  practices.  The  general  contractor's  counterclaim  admits  delays  in 
completing  the  project  but  attributes  the  delays  to  the  volume  of  change 
orders  issued  by  MCCA. 

Recommendation:  We  recommend  that  MCCA  continue  its  pursuits  in 
recovering  accelerated  and  other  ancillary  costs  for  the  damages  incurred  and 
suffered  as  a  result  of  the  delays  in  meeting  the  originally  scheduled  date  of 
December  31,  1987. 

Auditee's  Response; 

The  reference  to  the  increase  in  the  contract  sum  .  .  .  resulted  from 
having  to  pay  more  than  our  consultants  had  estimated.  Pursuant  to 
M.G.L.,  Chapter  149,  we  had  to  accept  the  lowest  responsive  bid  from  a 
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qualified  bidder — and  even  though  we  re-bid  some  items  (and  changed 
some  specifications  to  reduce  cost),  the  bids  were  unexpectantly  high. 

The  term  "change  order"  to  describe  the  orders  issued  in 
connection  with  the  acceleration  programs,  should  be  referenced  as 
"Qualified  Change  Orders  with  Rights  Reserved."  This  distinction  is 
extremely  important. 

2.     Payment    of    $900>00Q   for   Architectural    Fees   Based    on   Limited  Supporting 
Documentation 

MCCA's  change  order  procedure  specifically  provides  for  the  Project 
Engineer  to  review  supporting  documentation  for  and  to  determine  the  propriety 
of  all  change  orders.  Upon  acceptance  by  the  Project  Engineer,  the  change 
order  is  then  approved  for  payment  by  MCCA. 

Although  Change  Order  #43  (KL-94)  was  approved  by  both  the  Project 
Engineer  and  the  Executive  Director  of  MCCA,  the  request  for  payment  lacked 
the  documentation  data  required  by  the  Authority-Consultant  Agreement. 

MCCA's  records  indicate  that  it  paid  $900,000  to  the  architectural  firm 
for  this  change  order  without  obtaining  sufficient  supporting  documentation. 
Dated  August  12,  1987,  Change  Order  #43  was  titled  "Additional  Architectural 
Services  beyond  those  originally  contemplated  in  the  November  4,  1983  contract 
and  performed  in  connection  with  design  changes  and  increases  in  the  scope  of 
the  Hynes  Convention  Center  project  as  set  forth  in  the  attached  document." 
It  consisted  of  a  20-page  narrative  describing  the  architectural  services 
provided.  However,  there  was  no  documentation  of  the  professional  time  worked 
or  of  the  scope  of  services  rendered  for  the  $900,000  request  for  payment, 
data  which  is  specifically  required  by  the  Authority-Consultant  Agreement. 
Although  the  change  order  was  approved  by  both  the  Project  Engineer  and  the 
Executive  Director  of  MCCA,  the  only  documentation  provided  to  us  by  MCCA  was 
the  narrative  describing  the  nature  of  the  changes  made  in  construction  and  a 
statement  on  the  overall  role  of  the  architect. 
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We  noted  that  other  change  orders  submitted  by  the  architect  and  the 
general  contractor  did  include  detailed  information  and  documentation 
supporting  the  request  for  payment,  such  as  quantity  and  costs  of  materials, 
personnel  utilized,  number  of  hours  worked,  and  the  associated  hourly  rate. 

The  terms  of  the  Authority-Consultant  Agreement  between  MCCA  and  the 
architect  for  architectural  services,   state,  in  part: 

5.5  Consultant's  Invoices;  The  Consultant  shall  submit  monthly 
statements  for  fees  for  services  rendered  and  Reimbursable 
Expenses  (stated  separately)  incurred.  The  Consultant's 
statements  shall  include  a  description  of  the  work  performed 
for  the  month  in  question,  and  shall  be  in  such  detail  and  with 
such  supporting  data  as  the  Authority  may  reasonably  require  to 
show  the  computational  basis  for  all  charges,  including  a 
statement  (for  the  purpose  of  giving  the  Authority  early 
warning  of  any  major  deviation  from  the  Consultant's 
anticipated  work  schedule  and  staffing  plan)  with  respect  to 
the  Consultant's  utilization  of  contingency  amounts  included  in 
fixed  fee  amounts.  .  .  .  The  Consultant's  statements  shall 
conform  to  the  following  format  for  individual  phases: 

Preliminary  Design,  Design  Development,  Final  Design  and 
Bidding  Phases;  Statements  shall  provide  the  percentage  of 
completion  of  the  phase  at  the  end  of  the  preceding  month  and 
bills  for  that  percentage  of  the  fee  for  that  phase.  The 
invoices  shall  include  the  manhours  worked  in  the  principal  job 
categories  for  the  Consultant  and  its  subconsultants. 

5.6  Consultant's  Accounting  Records;  The  Consultant  shall  keep 
records  pertaining  to  services  performed  (including  complete 
and  detailed  time  records)  and  Reimbursable  Expenses  incurred 
on  the  basis  of  recognized  bookkeeping  practices  and  in 
accordance  with  such  reasonable  requirements  to  facilitate 
audit  as  the  Authority  may  provide.  All  records  shall  be 
available  to  the  Authority  or  its  authorized  representative  for 
review  and  audit  during  normal  business  hours. 

Because  the  architect  did  not  submit  all  of  the  supporting  documentation 
pursuant  to  the  requirements  of  Sections  5.5  and  5.6  of  the  Authority-Con- 
sultant Agreement,  MCCA  lacked  sufficient  information  on  the  actual  hours 
worked  by  the  architectural  staff.  Without  receiving  details  of  the  scope  of 
design  services  performed  and  the  associated  hours  worked  by  the  architectural 
staff,  MCCA  had  limited  assurance  that  the  amount  billed  was  correct,  that 
MCCA  had  actually  received  the  services,   or  that  MCCA  had  not  previously  paid 


for  the  services. 
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Recommendation:  Consistent  with  Section  5.6  of  the  Authority-Consultant 
Agreement,  MCCA  should  obtain  appropriate,  adequate,  and  acceptable  supporting 
documentation  from  the  architect,  detailing  professional  design  services 
rendered  for  the  $900,000  payment. 

Auditee's  Response; 

The  $900,000  payment  to  the  architect  represented  a  negotiated 
settlement  of  a  $1.14  million  claim  based  primarily  on  change  of 
scope  and  costs  resulting  from  the  unforeseen  and  unforeseeable 
cancellation  of  the  development  plans  of  the  contiguous  Prudential 
Center.  The  size  of  the  project  had  increased  by  more  than  20^,  from 
700,000  square  feet  to  864,000  square  feet.  The  architect  was 
contractually  obligated  to  cooperate  with  the  Prudential 
development.  The  Authority  was  bound  to  reasonably  negotiate  claims 
of  the  architect  arising  from  changes.  It  was  not  a  simple  time-and- 
material  claim  where  "accuracy"  was  entirely  arithmetical  .  .  .  The 
architect's  supporting  data,  coupled  with  the  day-to-day  knowledge  of 
the  project  engineer,  substantiated  the  fairness  of  the  claim. 

...  We  paid  the  claim  on  "limited"  supporting  documentation. 

It  also  seems  appropriate  to  note  that  the  percentage  (4.8^)  of 
construction  dollars  paid  to  architects  on  the  Hynes  project  is  below 
the  state  average  ( according  to  the  State  Designer  Selection  Board 
Guidelines  used  by  DCPO,  7.5%  for  auditoriums  and  exposition  halls 
and  6.5%  for  convention  facilities). 

Auditor's  Reply:  Although  the  $900,000  payment  to  the  architect  was  the 
result  of  a  negotiated  claim,  MCCA  should  be  able  to  account  for  the  basis  of 
the  negotiated  settlement  and  obtain  appropriate  supporting  documentation 
substantiating  its  payment.  Consistent  with  MCCA's  change  order  procedure  and 
prudent  business  practices,  the  Authority  should  have  paid  the  architect  based 
on  detailed  information  only  (e.g.,  personnel  utilized,  number  of  hours 
worked,  and  the  associated  hourly  rate).  Since  Section  5.6  of  the 
Authority-Consultant  Agreement  requires  the  architect  to  maintain  complete  and 
detailed  time  records  pertaining  to  services  performed,  MCCA  has  the  right  to 
subsequently  obtain  from  the  architect  appropriate,  adequate,  and  acceptable 
supporting  documentation  pertaining  to  the  $900,000  payment. 
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3.     Deteriorating  Conditions  of  the  Boston  Common  Parking  Garage  Could  Affect 
the  Financial  Condition  of  MCCA  If  Repairs  and  Renovations  Are  Further 
Delayed ; 

The  Boston  Common  Parking  Garage  is  a  three-level,  underground  structure 
situated  beneath  the  Boston  Common  in  downtown  Boston.  Built  in  1961,  the 
garage  is  a  concrete  structure  comprising  slab  floor  systems,  columns,  beams, 
walls,  and  vehicular  ramps. 

The  1984,  1985,  and  1986  safety  inspection  reports  on  the  conditions  of 
the  Boston  Common  Parking  Garage  cited  various  ongoing  structural  problems  and 
continuing  deterioration.  However,  the  reports  for  1984-  and  1985  minimized 
the  magnitude  and  extent  of  the  structural  problems  by  stating  that  they  were 
to  be  expected  in  the  normal  course  of  operations  and  by  concluding  that  the 
parking  garage's  maintenance  staff  could  make  the  necessary  repairs. 

The  1988  engineering  report  and  the  1986  safety  inspection  report  were 
more  extensive  in  describing  and  graphically  displaying  the  structural 
problems  of  the  Boston  Common  Parking  Garage.  Both  reports  included 
photographs  of  the  existing  damaged  areas  and  stated  that  as  much  as  25 
percent  of  the  total  floor  area  had  delaminated  (i.e.,  concrete  was  pulling 
up)  and  required  repair.  Moreover,  the  reports  also  indicated  that  ceilings 
of  the  three  levels  in  the  parking  garage  were  showing  widespread  spalling,  or 
breaking  up  of  concrete,  generally  caused  by  infiltration  of  salt  during 
winter  operation. 

The  1986  safety  inspection  report  concluded  that 

the  magnitude  and  scope  of  the  distress  in  both  the  concrete  and  the 
reinforcing  steel  dictates  that  an  in-depth  investigation  should  be 
performed  to  ascertain  whether  the  structure  is  still  within  the  safe 
range  to  carry  its  design  loads.  Deterioration  has  reached  a  stage 
such  that  the  conditions  noted  should  have  corrective  repairs  action 
taken. 
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The  1988  report,  in  also  concluding  that  the  parking  garage  had 
significantly  deteriorated,  reconmended  to  MCCA  that  the  following  course  of 
action  be  taken: 

In  order  to  extend  the  service  life  of  the  structure,  we  recommend  an 
aggressive  repair  program  be  instituted  to  address  the  observed 
concrete  deterioration.  This  repair  program  would  consist  of 
removing  and  replacing  all  areas  of  deteriorated  concrete,  sealing 
cracks  and  construction  joints,  and  installing  a  protective 
waterproofing  system  on  all  top  deck  surfaces. 

The  1988  report  estimated  that  the  cost  for  restoring  the  parking  garage 
ranged  from  $8.5  to  $9-5  million,  while  noting  that  repairs  could  be  phased  in 
.over  several  years.  In  December  1989,  MCCA  selected  an  architect  to  begin  a 
study  on  the  rebuilding  needs  of  the  parking  garage.  We  noted  that  on  June 
30,  1989,  MCCA  had  an  unexpended  balance  of  over  $8.4  million  in  its  Civic  and 
Convention  Center  Fund  that  can  be  applied  toward  this  repair  project. 

Recommendation:  We  recommend  that  MCCA  implement  an  aggressive  repair  and 
renovation  program  in  order  to  halt  further  deterioration  of  the  Boston  Common 
Parking  Garage.  MCCA  cannot  afford  to  neglect  renovating  this  important 
revenue-producing  asset.  To  do  so  could  result  in  the  loss  of  income  and 
further  demand  for  support  from  the  Commonwealth,  which  is  not  in  the  position 
financially  to  satisfy  all  requests. 

Auditee's  Response: 

The  discovery  of  internal  structural  problems  that  long 
pre-date  our  existence  as  an  Authority,  and  which  were  not  detected 
by  engineering  firms  until  final  design  work  began  pursuant  to  M.G.L. 
Chapter  149,  will  far  exceed  the  balance  in  the  Civic  and  Convention 
Fund  that  can  be  used  for  repairs.  We  are  conducting  studies  to 
determine  whether  we  should  proceed  and,  if  so,  the  financing 
options.  No  matter  what  course  is  followed,  the  loss  of  revenue  from 
the  garage  will  be  substantial  if  not  total  for  a  considerable  period 
of  time. 

Auditor' s    Reply :      For    public    safety    as    well    as    cash-flow    reasons,  we 


encourage  the  Authority  to  expedite  its  efforts  to  aggressively  repair  and  re- 
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build  the  parking  garage.  MCCA  cannot  afford  to  neglect  renovating  this  im- 
portant revenue-producing  asset  and  risk  the  loss  of  the  source  of  revenue  as 
a  result  of  having  to  discontinue  operations  while  repairs  are  undertaken. 
The  Legislature  intended  that  the  garage  help  "assure  the  financial 
feasibility"  of  MCCA. 

4.     Additional  Funding  from  the  Commonwealth  Needs  to  Be  Justified: 

MCCA's  management  believes  that  it  cannot  continue  to  operate  a  viable 
public  convention  center  without  long-term  annual  subsidies  from  the 
Commonwealth.  An  initial  bill  (House,  No.  886)  was  proposed  on  January  12, 
1988,  requesting  "up  to  twenty  percent  of  the  state's  hotel  and  motel  tax 
receipts,  approximately  $7  million  annually,  .  .  .  [to]  be  available  by  annual 
appropriation  to  cover  the  Authority's  net  cost  of  operations.  All  monies  not 
appropriated,  or  not  used  by  the  Authority,  would  be  transferred  each  year  to 
the  general  fund."  Subsequent  to  the  completion  of  our  field work  (December 
1989),  another  bill  (Senate,  No.  1398)  was  filed  in  January  1990.  Titled  "An 
Act  Relative  to  Supporting  the  Operations  of  the  Massachusetts  Convention 
Center  Authority,"  this  proposed  legislation  determined  that  the  current 
combination  within  the  Authority  of  both  the  Convention  Center  and  the  Boston 
Common  Parking  Garage  is  "one  appropriate  means  of  defraying  a  portion  of  the 
expected  operating  deficits  of  the  convention  center."  The  current  bill 
proposes  that  "to  the  extent  revenues  from  the  operation  of  the  combined 
facilities  may  be  insufficient  to  defray  the  operating  deficits  of  an 
internationally  prominent  convention  center,"  a  fixed  percentage  of  twenty 
percent  of  the  state's  hotel  and  motel  tax  shall  be  deposited  into  the 
Massachusetts  Convention  Civic  Center  Operation  and  Development  Fund  and 
applied  (subject  to  the  appropriation  of  the  General  Court)  to  the  payment  of 
the  Authority's  net  cost  of  operations. 
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We  noted  that  for  fiscal  years  ended  June  30,  1988  and  June  30,  1989,  the 
state's  hotel  and  motel  (or  room  occupancy)  tax  receipts  amounted  to 
$50,222,125  and  $57,895,999,  respectively.  We  also  note  that  these  receipts 
are  almost  twice  as  much  as  the  $32,223,991  collected  as  room  occupancy  tax 
receips  in  fiscal  year  1984.  If  the  proposed  legislation  (Senate,  No.  1398) 
becomes  law,  it  is  conceivable  that  based  on  the  last  two  fiscal  years'  room 
occupancy  tax  receipts,  MCCA  could  have  access  to  not  $7  million  but  $10-12 
million. 

According  to  MCCA,  for  fiscal  year  ended  1990,  the  Authority  has  requested 
a  $4.7  million  subsidy  from  the  Commonwealth.  Based  on  our  analysis  of  the 
Enabling  Act,  the  funds  already  committed  by  the  Commonwealth,  the  physical 
condition  of  the  garage,  and  the  current  financial  condition  of  MCCA,  we 
believe  that  MCCA  needs  to  clearly  delineate  its  request  for  an  additional 
$4.7  million  for  fiscal  year  ended  1990  to  subsidize  the  net  cost  of  its 
operations. 

We  note  that  under  the  provisions  of  Chapter  190,  the  Commonwealth  has 
already  committed  $200  million  in  bond  proceeds  to  MCCA  for  the  construction 
and  renovation  of  the  convention  center,  paid  $40  million  for  the  acquisition 
of  the  Hynes  Auditorium  and  the  Boston  Common  Parking  Garage,  retired 
outstanding  revenue  bonds  assumed  from  the  Massachusetts  Parking  Authority  at 
a  cost  of  $5.3  million,  and  provided  a  $15  million  grant  for  the  facility's 
initial  operations.  Moreover,  the  Commonwealth  (and  not  MCCA)  is  committed  to 
paying  the  remaining  debt-service  payment  on  the  general  obligation  bonds 
until  the  year  2005.  Each  annual  debt-service  payment  is  the  equivalent  to 
MCCA's  receiving  an  annual  subsidy  of  over  $21  million  by  the  Commonwealth 
(based  on  total  debt-service  payments  of  $80,645,547  for  the  past  4  fiscal 
years).  By  the  year  2005,  the  total  cost  to  the  Commonwealth  for  the 
convention  center  will  be  $476,072,283,  computed  as  follows: 
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Purpose  Amount 

Acquisition  of  the  Hynes  Auditorium 

and  the  Boston  Common  Parking  Garage  $  40,000,000 

Retirement  of  the  Massachusetts  Parking 

Authority  Bonds  5,318,702 
Grant  for  Initial  Start-Up  Costs  15,000,000 
Debt -Service  Payments 

1985  -  1989  $  80,645,547 

1990  -  2005  335,108,034  415,753,581 

Total  Cost  to  Taxpayers  $476.072.283 


Moreover,  in  order  to  ensure  that  MCCA  would  not  require  additional  state 
funds  to  operate,  the  Enabling  Act  provided  that  the  Boston  Common  Parking 
Garage  would  be  merged  into  MCCA  because  the  parking  garage  was  seen  as  a 
profit-making  venture  that  would  provide  revenue  to  MCCA.  The  act 
specifically  stated  that  "the  consolidation  under  one  Authority  of  the  Boston 
Common  Parking  Garage  with  the  Convention  Center  will  assure  the  financial 
feasibility  of  both  endeavors  without  increasing  the  tax  burden  to  the 
citizens  of  the  Commonwealth."  The  positive  cash  flow  to  MCCA  from  garage 
operations  was  over  $2.6  million  during  fiscal  year  1989. 

Based  on  the  funds  already  committed  by  the  Commonwealth  to  MCCA  (and  the 
positive  cash  flow  of  over  $2.6  million  from  the  Boston  Common  Parking 
Garage),  MCCA's  request  for  additional  funding  to  support  the  operation  of  the 
convention  center  needs  further  justification. 

Recommendation;  We  recommend  that  the  Legislature  require  that  MCCA 
clearly  substantiate  its  current  request  of  $4.7  million  in  subsidies  (and  any 
future  requests)  from  the  Commonwealth  by  explaining  all  revenues,  expendi- 
tures, and  associated  convention  center  and  garage  activity.  We  also  recom- 
mend that  the  Legislature  require  MCCA  to  describe  its  future  marketing  plans 
on  how  and  to  what  extent  it  intends  to  increase  its  activity  levels  in  order 
to  maximize  both  income  generated  directly  to  the  Authority.  The  Authority, 
like  all  government  agencies,  should  also  justify  its  cost  structure  and 
identify    cost-cutting    opportunities    and    similiar    initiatives    in    order  to 
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minimize  its   net  cost   of  operations  and  likewise  any  additional  aid  from  the 
Commonwealth  and  its  taxpayers. 
Auditee's  Response: 

(1)  We  return  more  money  to  the  Commonwealth  than  the  Commonwealth 
spends  on  our  activity,  even  including  an  annual  appropriation, 
we  are  running  a  viable  center.  We  simply  want  the  state  to 
reinvest  a  part  of  the  "profit"  so  we  can  continue  to  do  so. 

(2)  Our  legislation  has  been  passed  by  the  Senate  each  time  it  has 
been  submitted.  It  has  never  been  defeated  in  the  House;  it 
hasn't  come  to  a  vote  there. 

(3)  We  have  not  asked  for  $7  million  ...  We  are  seeking  $4.7 
million  [for  the  fiscal  year  ending  in  1990]. 

(4)  In  our  first  year  of  operation  we  generated  $40  million  in  tax 
revenues  and  more  than  a  half  billion  in  economic  benefits 
[according  to  a  study  commissioned  by  the  Authority  and 
published  in  March  1989]. 

(5)  The  "cash  flow"  from  the  garage  is  in  serious  jeopardy. 

(6)  We  want  to  substantiate  our  need  for  an  appropriation — that  is 
precisely  what  we  have  proposed  in  the  pending  legislation  .  .  . 
There  are  23  cities  in  the  United  States  that  have  convention 
centers  comparable  to  the  Hynes  (as  distinguished  from 
exposition  centers  with  a  high  mix  of  gate  shows  .  .  .  and  every- 
one of  them  has  a  substantial  stream  of  revenue  or  appropriation 
to  meet  the  costs  of  hosting  conventions. 

Auditor's   Reply:     We    acknowledge    that    a   viable   convention  center  would 

contribute  to  the  Commonwealth's  room  occupancy  tax  base.     We  also  acknowledge 

that  the  study  commissioned  by  the  Authority  which  estimates  that  it  generated 

$19.4  million  and  $282.3  million  in  tax  revenue  and  economic  benifits  to  the 

Commonwealth,    respectively,    or  $40.2  and   $584.4  million,    respectively,  after 

applying    a    2.07   multiplier.    The    Authority's    intentions    to    substantiate  and 

clearly    justify    its    $4.7   million    request    (as   well   as    future    requests)  in 

subsidies    from    the    Commonwealth    are    a    step    in    the    right    direction.  We 

encourage   the  Authority   to  enhance  its  marketing  program  so  that   it  is  doing 

whatever  it  can  to  maximize  income  directly  to  itself,   as  well  as  identify  and 

implement    cost-saving    initiatives.      By    reducing   its   net   cost    of  operations, 

any  potential  financial  aid   from  the   Commonwealth  and   its  taxpayers  could  be 


minimized  or  avoided. 
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ORGANIZATION 


The  Massachusetts  Convention  Center  Authority  (MCCA)  was  created  by- 
Sections  31-48  of  Chapter  190  of  the  Acts  of  1982.  MCCA  is  a  public 
instrumentality  created  by  an  act  of  the  Legislature  of  the  Commonwealth  of 
Massachusetts  to  acquire  and  operate  the  facilities  known  as  the  John  B.  Hynes 
Veterans  Memorial  Convention  Center  and  the  Boston  Common  Parking  Garage.  Its 
purpose  is  to  promote  the  economic  development  of  the  Commonwealth  by- 
developing  and  operating  a  convention  center  (the  Hynes  Convention  Center) 
suitable  for  accommodating  major  national  and  international  conventions. 

MCCA's  seven-member  board  serves  without  compensation,  but  is  reimbursed 
for  all  expenses  reasonably  incurred  in  the  performance  of  the  board  members' 
duties. 


MCCA's  personnel  are  covered  under  an  Employee  Dishonesty  Bond  in  the 
amount  of  $200,000  each.  This  bond  is  for  direct  losses  of  money,  securities, 
and  property  caused  by  theft  or  forgery  committed  by  any  identifiable 
employee(s)  of  any  insured  acting  alone  or  in  collusion  with  others. 


Bonded  Personnel 


Members  of  MCCA 


Name 


Date  of  Original 
Appointme nt 


Term  Expires 


The  Honorable  Robert  Q.  Crane 
Treasurer  and  Receiver-General 


Ex  Officio 
(Treasurer  and 
Rec  e  i  ve  r-  Ge  ne  ra  1 
of  the  Commonwealth) 


Robert  Epstein,  President 
The  ABBEY  Group 


June  30,  1985 


June  30,  1991 
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Members  of  MCCA  (Cont'd.) 


Name 


Thomas  E.  Finnerty,  Esq. 


Date  of  Original 
Appointment 

June  30,  1984 


Term  Expires 
June  30,  1990 


Joseph  F.  Fisher 
Executive  Assistant  to  the 
Honorable  Raymond  L.  Flynn 


June  30,  1986 


June  30,  1992 


Byron  Gilchrest 
Managing  General  Partner 
Macomber  Development  Association 


June  30,  1983 


June  30,  1989 


M.  David  Lee,  Jr. 
Stull  &  Lee,  Inc. 


June  30,  1987 


June  30,  1993 


Robert  J.  Ryan,  Esq. 

Robert  J.  Ryan  Company,  Inc. 


June  30,  1982 


June  30,  1988 


Executive  Officers 


Name 

Francis  X.  Joyce 
Eugene  J.  Sullivan,  Jr. 

Harold  E.  Clancy 
Ernest  A.  Lucci 


Title 

Executive  Director 

Deputy  Director  and 

Chief  Financial  Officer 

Legal  Counsel 

Director  of  Sales  and  Marketing 


MCCA's  administrative  offices  are  located  at  the  John  B.  Hynes  Convention 
Center,  900  Boylston  Street,  Boston. 

In  addition,  MCCA  maintains  office  space  for  its  Marketing  Department  in 
the  Prudential  Tower  Building,  800  Boylston  Street,  Boston.  As  of  June  30, 
1989,   the  annual  rent  for  the  space  rented  at  800  Boylston  Street  was  $54,009. 


